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KEY ECONOMIC INDICATORS 
(In million of U.S. dollars) 


GOVERNMENT BUDGET 
Total revenue 


Oil and gas revenue 
Non-oil revenue 
Grants 

Loans 


Total expenditures 


Current expenditure 
Capital expenditure 


Rate of inflation 6 
Rate of real GDP growth 6 


Note: Bahrain's GDP in 1981 was $4.5 billion. Applying the rates of 
inflation and real growth given above, GDP would have been $5 
billion in 1982 and $5.5 billion in 1983 


BAHRAIN'S FOREIGN TRADE 1982 


Total Exports 3918 
Oil exports 3201 
Non-oil exports 667 


Total Imports 3856 
Oil imports 1908 
Non-0il imports 1948 


Trade surplus 62 


‘Trade turnover with major non-Gulf trade-partners in 1982 


Japan 488 
Australia 235 
United Kingdom 206 
United States 186 





The Economic Setting 


Bahrain is a small island state located in the Arabian Gulf about 
fifteen miles from Dhahran, Saudi Arabia. It is ruled by an Amir, 
Shaikh Isa bin Sulman Al-Khalifa, whose family has ruled Bahrain for 
about two hundred years. Bahrain has close political and economic 
ties with Saudi Arabia and with other Arab States in the region. 


Oil was discovered in Bahrain more than fifty years ago, and oil 
and gas still dominate Bahrain's economy, accounting for about 
sixty-eight percent of government revenue and about’ twenty-five 
percent of GDP. However, Bahrain's oil reserves are not expected to 
last more than another ten years. Production is currently at about 
42,000 barrels per day and declining steadily. Bahrain has enough gas 
to last about fifty years at present rates of consumption. 


The Government has made an effort to diversify the economy. 
Bahrain now has important aluminum, ship repair and gas liquefaction 
installations. It will soon add a petrochemical complex and an iron 
ore pelletizing plant, as well as a major regional university. The 
most successful diversification, however, has been the establishment 
of a major international financial sector, including seventy-seven 
offshore banking units and total of more than 160 financial 
institutions. 


The Government hopes that the economy can achieve a real growth 
rate of five percent in 1984, while inflation is expected to be at 
just 2.5 percent. This would be a much slower growth rate than has 
been achieved in recent years, and is directly attributable to the 
Slower than expected growth in oil revenues. 


The Budget 


Bahrain suffered a budget deficit in 1983 for the first time in 
several years because of lower than expected oil revenues. The 
shortfall was made up through a bond issue of about $80 million in 
November, 1983. Bahrain expects to borrow $24 million in 1984 and $95 
million in 1985 to balance its proposed budget. Capital spending 
which was about $690 million in 1983 will be reduced to $532 million 
in 1984, This decline will be partly offset by continued increases in 
the current budget. 


While overall spending will be reduced, spending for water 
desalination will be sharply increased. The new budget contains $230 
million for water projects in 1984 and 1985 and $162 million for 
additional electric power. The investment is required because 
Bahrain's ground water is becoming increasingly saline as_ rapid 


population growth and industrial development increase the demand for 
water. 





Declining oil revenues have forced the government to look for 
additional revenues from the non-oil sectors. One source has been a 
sharp increase in commercial license fees which took effect on January 
1, 1984. However, Bahrain still levies no business or personal taxes 
and the government encourages private business. 


The government has also tried to reduce its. subsidy payments. The 
price of gasoline was raised from eighty cents to one dollar per 
gallon in 1983. The government is also installing water meters and 
will begin charging for amounts used sometime during the next two 
years. 


Oil and gas 


Oil and gas continue to dominate Bahrain's economy, providing 
about 68 percent of government revenue and about 25 percent of GDP. 
In 1984 these revenues will include $427 million from domestic oil and 
gas operations and $554 million from the Abu Safaa oil field operated 
by Saudi Arabia. 


The BAPCO refinery remains the single most important economic 
asset on Bahrain. The refinery is jointly owned by the Government of 
Bahrain and CALTEX. CALTEX has a management contract to operate the 


refinery, but many of the managers at all levels are Bahraini 
nationals. 


In January 1984 the refinery was processing 180,000 bpd of crude 


oil. About 42,000 bpd came from Bahrain's own fields and the 
remainder was purchased at the OPEC price from Saudi Arabia. The 
refinery's capacity is about 240,000 bpd. A light isomate production 
unit which converts fuel oil feedstock into diesel was completed at 
the refinery in 1983. 


The output of the refinery is marketed by CALTEX and by BANOCO, 
the Bahrain National Oil Company. 


Associated gas is the basis of Bahrain's successful liquefaction 
industry. This gas is routed to the Bahrain National Gas Company 
liquefaction plant where it is converted into butane and naphtha. 


The Italian firm SNAMPROGETTI is constructing the Gulf 
Petrochemical Industries Complex which is expected to begin producing 
two thousand tons of methanol and ammonia from natural gas in late 
1985. GPIC is a joint venture shared equally between Petrochemical 


Industries of Kuwait, the Saudi Basic Industries Corporation and the 
Government of Bahrain. 





During 1983 Lummus Engineering of Bloomfield, New Jersey completed 
a feasibility study for the Heavy Oil Conversion Company. This 
project would have converted heavy fuel oil into lighter products. 
The billion dollar price tag would have made this one of the largest 
projects ever undertaken on Bahrain. Recent developments in the oil 
Market have invalidated some of the assumptions on which the 
feasibility study was done and the Government has decided to defer the 
project indefinitely. 


Other Industries 


Bahrain has established an aluminum industry based on its 
plentiful supplies of gas. The Aluminum Bahrain (ALBA) aluminum 
smelter is owned principally by the Government of Bahrain and by the 
Saudi Public Investment Fund. Their combined 78 percent share of the 
smelter's output is sold through BALCO which is also owned by both 
Governments. The aluminum industries operated at a loss in 1982, but 
made a small profit in 1983 as prices recovered , and they are 
expected to be very profitable in 1984. ALBA produced 170,000 tons of 
aluminum in 1983. Bahrain exported 215,000 tons by drawing down its 
stockpile from 100,000 to 50,000 tons. 


The Bahrain Government also owns BALEXCO which produces aluminum 
cladding, doors and window frames for supply to the construction 
industry. BALEXCO exports about 80 percent of its total production. 


The Gulf Aluminum Rolling Mill Company (GARMCO), a joint project 


of six Gulf states, is expected to be completed in 1985. The factory 
will have a capacity of 40,000 tons per year of aluminum sheet, coil 
and foil stock. GARMCO is being constructed by Kobe Steel of Japan. 
The Governments of Kuwait, Qatar, Saudi Arabia, Iraq and Oman are 
shareholders along with Bahrain. 


The Arab Iron and Steel Company's iron ore pelletizing plant is 
expected to be completed on schedule by the end of 1984. This plant 
is also being constructed by Kobe Steel. It will produce four million 
tons per year of iron pellets for export to markets in the region. 


Gulf Acid Industries expects to open a plant in September which 
will produce thirty tons of sulphuric acid per day. The plant expects 
to sell about sixty tons per month to Balexco and about 250 tons per 
month to the Abu Al Jour desalination plant. Machinery and technical 
know-how for the plant is being supplied by Simon Carves of India. 
Gulf Acid is negotiating with BAPCO for the purchase of sulphur. 





The Arab Shipbuilding and Repair Yard (ASRY), which is owned by the 
Organization of Arab Petroleum Exporting Countries, is still not 
breaking even on its operating costs according to local press reports. 
Its business is suffering from increased war risk insurance’ rates and 
tougher competition from the big dry dock complex at Dubai. However, 
ASRY has had some success in its efforts to diversify into the regional 
steel fabrication market. 


The Arabian Gulf University 
The GCC states have agreed to build a university in Bahrain to serve 


all the GCC countries. Construction is expected to begin by mid-1984, 
The university will open in September, 1986 and will eventually have 
five thousand students. 


Banking and Finance 


Bahrain's development as a major financial center has been the most 
successful aspect of its diversification effort. However, in 1983, the 
economic climate for these financial institutions became substantially 
more difficult, as oil revenues declined and Saudi Arabia's 
restrictions on the offshore banking units (OBU's) were tightened. The 
assets of Bahrain's OBU's, which had reached $60 billion in August, 
1982 declined to about 56 billion in August, 1983 before recovering to 
about 59 billion in late 1983. 


Fourteen U.S. banks and two U.S. brokerage houses are among the 
more than 160 financial institutions with offices on the island. The 
BMA estimates that these financial institutions generated $132 million 
in local income in 1982. This figure probably rose in 1983. 


The OBU's have become increasingly concerned about their access to 
Saudi Arabia. About half the OBU assets are held in non-Arab 
countries. The Saudi Arabian Government has stated that it intends to 
foster the development of its own banking system, and that foreign 
banks are welcome to do those things that the Saudi banking system 
cannot yet do for itself. As Saudi banking skills develop, the range 
of activities for foreign banks will narrow. Nevertheless, there 
appears to be sufficient business for the banks that are already here, 
and there is no indication that any plan to withdraw. In fact, 
several new OBU's opened in 1983, including banks from Scandinavia and 
South Korea. First National Bank of Boston opened a representative 
office here in August, 1983. 


Agriculture 


Agricultural development here is guided by a four-year plan 
covering the period 1982-85. Bahrain hopes to expand its’ food 
production from six percent of its domestic requirements to sixteen 
percent during those four years. The Government will try to achieve 
self-sufficiency in poultry and meat production. 





A date processing plant opened in Manama in 1983, and is now being 
expanded. The plant uses U.S. refrigeration equipment. A feed mill 
and a poultry slaughter house were also opened in 1983. A slaughter 
house for other livestock will open in mid-1984. Work continues on 
modified greenhouses that will make use of drip irrigation, and on 
efforts to improve drainage in low-lying areas. 


The Causeway 


It is difficult to judge the effect that the causeway will have on 
Bahrain. However the GOB hopes that its port at Mina Sulman will 
become an important entry point for the Eastern Province of Saudi 
Arabia. The hotels believe the causeway will provide new business that 
will lift their current low occupancy rates. Prices on Bahrain, 
traditionally the highest in the Gulf, should be moderated somewhat by 
the new competition from merchants in the Dhahran area. The precise 
extent of all these effects will depend upon the border crossing rules 
established by Saudi Arabia and Bahrain. The causeway is on schedule 
and is expected to be completed in December 1985, 


Implications for United States Business 


Bahrain's economic growth is slowing and it will face some serious 
economic challenges in the years ahead. It is no longer possible to 
make extraordinarily high profits here with little effort. 
Nevertheless, this economy is still growing and United States firms can 
offer goods and services that this country will need. The United 
States has already become one of Bahrain's largest trading partners for 
non-oil goods. 


There are several areas in which U.S. firms should look for 
opportunities. The Gulf university project will involve more than $200 
million worth of construction of academic, social and recreational 
buildings. The Government has increased the amounts budgeted in 1984 
and 1985 for water projects, desalination plants and sewer systems. 
Computers and software will be required if Bahrain is to achieve its 
goal of becoming a service center for the Gulf while maintaining its 
status as an important center for international finance. U.S. consumer 
products continue to be popular here. Two of the island's construction 
firms have asked the Embassy's assistance in identifying United States 
architects and suppliers who would be willing to work with them. 
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You might be, if you don’t have current, up-to-date in- 
ARE formation on the countries to which you are marketing. 
Y OU Overseas Business Reports and Foreign Economic 


Trends and their Implications for the United States 
offer country-by-country reports with the information 
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investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
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Expiration Date 
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Enter my subscription to: (] Overseas Business Reports at $44 per year ($55 overseas) For Office Use Only 
0 Foreign Economic Trends at $90 ($112.50 overseas) Quantity 
Company Name Enclosed 
voueee TO be mailed 
Subscriptions 
Postage........ ese. 
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